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Prospects of the Hong Kong
tourism industry
by Rob Law and
Catherine Cheung

Suggestions for future planning are offered
to Hong Kong tourism practitioners andpolicy makers on the basis ofestimatedtourism
demand, 1998 to 2W7.The authors gjve an
ove~ew
of the historical background of the
Hong Kong tounsm industry and use formal
tourism forecasting techniques to estimate
this demand.

A

former British Dependent
Territory from 1892 to
1997, Hong Kong is a small
city consisting of a geographical
area of slightly more than 1,000
square kilometers on the southeastern tip of China facing the
South China Sea. It covers Hong
Kong Island, the Kowloon Peninsula, and the New Territories,
including 235 outlying islands.
Entry to Hong Kong is fairly
easy. Vwitors from most countries
can enter without a visa for periods
varying from seven days to six
months. A visitor's adventure
begins when landing at the 1248hectare new airport at Chek Lap
Kok. The new Hong Kong International An-port off the northern

coast of Lantau Island was ofE~<ally opened on ~ u6, 1998,
l ~
visitor arriving in Hang Kong
air
can enjoy the views of Hong Kong's
green islands, sandy bays, and
harborside forests of skyscrapers.
From the mid-1960s until the
change of political sovereignty in
July 1997, Hong Kong had
encountered significant growth in
its tourism industry. As shown in
Table 1, there had been positive
relationship between the growth
of tourism industry and its w n t r bution to the Hong Kong economy.'
Hong Kong residents have
been enjoying the smooth transition of a British wlony to a Hong
Kong Special Administrative
Region (SAR) of the People's
Republic of China since July 1,
1997. People in Hong Kong
expected that most industries,
including the tourism industry,
would be smoothly transited.
Unfortunately, the Hong Kong
tourism industry presently experiences many difficulties which
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Table 1
Tourist arrivals, tourism receipts, and national wealth in Hong Kong

Year

Number
of
tourist
arrivals

Annual
Percentage share
Total
of total
Annual gmwth of
Total
tourism gmwth of
total
tourism
receipts
GDP receipts in tourist
tourism
(HKSmn) (HK$mn) total GDP
arrivals receipts

Note:
Monetary ualues are at current market prices.
and Commissioner oflnland
Source: A Statistical Reuiew o f Tourism, 1976~1998,
Reuenue Annual Reuiew, 1967-1997.

FIU Hospitality Review
-~
- -

FIU Hospitality Review, Volume 16, Number 2, 1998
Contents © 1998 by FIU Hospitality Review. The rcproduction of any artwork,
editorial or other material is expressly prohibited without written permission
h m the publisher.

have never occurred in colonial fleet defeated the Chinese troops
history, for example, in 1997 the in the Opium War. In 1898, New
number of tourist arrivals Territories were leased to Britain
declined by 11.08 percent and for 99 years until June 30, 1997.
tourism income dropped even h-Prior to the Second World War,
ther to 14.69 percent. The number Hong Kong relied almost comof visitors from North Asia (includ- pletely on entrep6t trade conducting Japan and South Korea), ed with Britain, India, China,
Hong Kong's traditional leading European countries, Japan, and
tourist market, decreased more the United States. However, trade
than 55 percent since July 1997.' was seriously damaged when
The entire Hong Kong tourism China was at war with Japan durindustry, a~ the major foreign- ing World War 11. The Japanese
exchange earner, is inevitably shipped out of Hong Kong in 1945
affected, with a negative impact and left behind a run-down, waron related service industries such ruined, pre-industrial society with
as airlines, hotels, restaurants, no clear future. ARer the Japanese
withdrawal, British troops
retail, arts, and entertainment.
Previous studies have provid- returned to Hong Kong, and from
ed forecasts for the Hong Kong 1947 to 1951, many industrialists,
tourism industry after July 1997; especially the owners of cotton
but were not based on formal mills in Shanghai, came to Hong
tourism forecasts. This study pro- Kong from China and established
vides an overview of the tourism the cotton textile industry.
The world demand for clothing
industry before and after the
change of political sovereignty, was rising very fast in the 1950s.
scrutinizing the fadors causing At that time, Hong Kong had the
the changes in tourism demand advantage (as a member of the
and attempting to formally fore- British Commonwealth) of prefercast future tourist arrivals in ential tariff treatment by Britain.
Hong Kong for 1998 to 2007. Sug- In 1960, the textiles and clothing
gestions are then provided to industries provided over 40 pertourism policymakers and practi- cent of manufacturing employtioners to reshape the tourism ment. In less than a decade, Hong
Kong made its mark on world
industry
markets as a small but dynamic
Industry has two periods
exporter of manufactured goods,
The Hong Kong economy and principally textiles and clothing.
tourism industry can be divided At the same time, a great variety
into two major time periods: the of other industries such as manuperiod of stabilization (pre-1961) facturing of plastic products,
and the period of expansion (1961 shoes, gloves, torches, batteries,
to 1997).
bulbs, and thermos expanded
Hong Kong was ceded to rapidly.4 Unfortunate% due to
Britain in 1842 when the British insufficient tourism facilities and
Law and Cheung
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Additionally, human capital in
the period of the 1960s to the
1980s was another advantage for
Hong Kong's businesses to grow.
Members of Hong Kong's workforce were diligent, disciplined,
Tourism begins to grow
In 1961, Hong Kong started to and cosmopolitan, many bilingual
become an exciting place to visit, in English and Chinese and well
and was accorded the distinction of connected with their counterparts
being dcscribed as "a show window in Western societies. In the late
1980s and 1990s, improved educaof capitalism in the E a ~ t . "The
~
Hong Kong tourism industry start- tion, upgraded technology and
ed to boom in the late 1960s and skills, and a steady process of capthe early 1970s.Commercial hotels ital accumulation have led Hong
were built in to accommodate the Kong to impressive advances in
increasing number of visitors, and productivity across various ecoassociated transportation infra- nomic sectors, with tourism being
structures such as the Cross Har- the most prominent.
In the 1990s, the financial and
bour Tunnel and Mass Transit
Railway (subway)were developed. service industries eclipsed manuFrom the mid-l970s, the facturing as Hong Kong's major
expansion of the financial and industrial sector.While most manbusiness sectors was much faster ufacturing was done in China,
than manufacturing. This has Hong Kong still served as a main
diversified Hong Kong's economy. exporter and re-exporter. National
Tourism and the import/export income and living standards contrades also outpaced the growth of tinued to rise; Hong Kong boasted
the highest number of cellular
manufacturing.
From the 1960s to 1997, the phones per capita.'
Hong Kong's success as one of
hardworking characteristicsofthe
Hong Kong workforce, the geo- the world's largest financial and
graphical advantages of the city, service centers was attributed to a
and the British laissez-faire eco- number of factors, including the
nomic policy allowed Hong Kong lack of harsh government controls,
to achieve significant economic sensible business practices, good
progress and sustained growth.6 geographical location, advanced
The economic system was highly telecommunication networks, and
liberalized, allowing ample flexi- free economic policies.% a result,
bility and competition as well as Hong Kong achieved several
the free flow of capital, manpower, international successes such as
goods, and services. Geographical- being Asia's most popular tourist
ly, Hong Kong is blessed with a destination and the eighth largest
natural harbor and is situated at trading entity in the world.9
the heart of East Asia and at the Ghitelman claimed, "Hong Kong
edge of China.
is a place incentive groups cannot
associated infrastructural development, Hong Kong was not a
popular tourism destination in
this period of time.
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just visit hut must also revisit, a
distinction it shares with Paris,
London, and precious few other
l~cales."'~
The driving forces that
attracted visitors to visit Hone

signed about Hong Kong in the
past century. China claims these
treaties are unfair and prejudiced.
therefore, it never recngnizes
them. In Se~tember 1984. the

into three major categories, &ing, shopping, and touring."
As the "culinary heart ofAsia,"
Hong Kong had the world's highest number of restaurants per
capita and the world's 10 busiest
McDonald's restaurant^?^

allowed for the People3 Republic

Shopping is tax-free
Heung and Qu'j stated the

sole purpose of visiting Hong Kong
for some tourists is to experience
shopping with tax-free prices for
such items as ivory, jade, jewelry,
watches, cameras, and antiques.
The city's c o ~ ~ n geographied
cal area and efficient transportation system make it simple and
easy to go touring city landmarks,
theme parks, beaches, and harbors, temples and monasteries,
and traditional Chinese villages. A
person could find the coexistence
of the recently-operated Airport
Railway and half-century old
trams, as well as the manuallyoperated sampans and modem
luxury yachts. The suilable combination of the modem Western
technologies and century-old Oriental civilization make Hong
Kong a unique place in the world.
On average, the percentage
contribution of total tourism
receipts to total GDP was 6.64 percent in the period of 1966 to 1997
(see Table 1).
Politically, China has always
remained firm against the treaties

of China to resume sovereignty
over Hong Kong on July 1, 1997,
to be officially known as Hong
Kong, China. However, the socialist system and policies adopted in
China are not practiced in Hong
Kong.
The new Hong Kong International Auport officially opened in
July 1998 as part of the Port and
Airport Development Scheme
(PADS), a huge infrastructure project involving an overall investment of HK$127 billion. Within
the PADS, a six-lane highway
leading to the airport, a bridge
linking Tsing Yi with Lantau
Island, a third cross-harbor tunnel, and a new town close to the
airport have all been built. These
transportation projects were
planned to immensely advance
the trade and tourist capacities.
While some of these aforementioned economical and geographical benefits still hold, the Hong
Kong tourism industry is facing a
challenge. The total number of
tourist arrivals in 1997 was down
11.08 percent, and total tourism
receipts reduced sharply by 14.69
percent. These figures are the
largest decreases in Hong Kong's
history. Table 2 compares the
tourist arrivals before and &r
the political handover."
Tourist arrivals from North
Asia, Hong Kong's largest market

-----
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Table 2
Market Segment

-

-

July, 96 July, 97 Percent Jan., 97 - Jan., 98 - Percent
Dec., 96 Dec., 97 Change June, 97 June, 98 Change

The Americas 486,488 484,991 -0.31 8 558,796 499,395
Europe, Africa,
and the
Middle East 620,209 496,414 -19.96 % 679,773 515,067
Australia,
New Zealand,
and South
Pacific
185,623 161,287 -13.11 % 193,443 166,868
North Asia
1,562,375 671,259 -57.04 % 1,055,267 504,843
South and
South East
839,664 649,304 -22.67 7c 849,161 570,344
Asia
Taiwan
1,101,044 902,926 -17.99 % 879,654 864,466
China
1,189,9641,076,018 -9.58 %, 1,221,1101,186,074
Total
5,985,3674,442,199 -25.78 85,709,1574,512,567

-10.6 %
-24.2 %

-13.7 %
-52.2 %
-32.8 %
-1.7 %
-2.9 %
-21.0 %

Source: A Stntistical Review of nurisr,~,1998, and VisitorArrivals Statistics,
January.June 1998.

before handover, were down
57.04 percent in the second half of
1997. The decrease in North
Asian arrivals continued in the
first several months of 1998 with
a 52.2 percent drop. Overall,
Hong Kong experienced a 25.78
percent drop in total tourist
arrivals in the second half of
1997, and from January to June
1998, a 2 1 percent drop. Even
Amy Chan, executive director of
the Hong Kong Tourist Association, agreed that Hong Kong has
lost its unique colonial status
which pushed visitor arrivals to
record highs before the change of
political sovereignty.15
44

Industry faces decline

The barriers leading to
tourism decline in Hong Kong are
multifaceted. Shortly after the
political handover, the financial
turmoil hit Asia, which seriously
reduced the number of visitors
that Hong Kong mostly wanted to
attract, the emerging Asian middle class. Then, bird flu has affected the hygienic reputation of Hong
Kong. These barriers, in addition
to the environmental issues such
as pollution and over-crowding,
have sharply lessened tourist
arrivals. An immediate negative
impact to the hotel industry was a
5 percent staff cut.I6
FIU Hospitality Review
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have attained a certain degree of
success in tourism forecasting,
these approaches are bounded by
many limitations such as the huge
costs involved, difficulty in data
collection, and many predetermined rigid assumptions for the
approaches to work.
In contrast to the causal-relationship approaches, time series
forecasting techniques attempt to
model a tourism relationship,
using a univariate mathematical
function between the crurrent and
past values of a time series. The
Forecasting would be beneficial advantages of time series forecastIt would be beneficial for the ing approaches are that they are
Hong Kong tourism policy-makers simple to apply, requiring only the
and practitioners to know demand past values of a data series, and no
for tourism over the next 10 years assumption about other variables
so that they can perform more is made. Time series forecasting
accurate planning at strategic, approaches are well perceived in
the tourism research field.20
tactical, and operational levels.
Tourism forecasting divides
In this research, two commoninto qualitative and quantitative ly used time series forecasting
streams. In qualitative approach- techniques, namely the Moving
es, demand for tourism is Average (7) and the ARIMA (also
"guessed by some non-standard- known as the Box-Jenkins), are
ized ways.17Wde" classifies qual- used to forecast the numbers of
itative tourism forecasting tech- visitors in Hong Kong from 1998
niques as "artistic" in nature to 2007. A Moving Average (7)
where researchers are unable to technique forecasts the value at
generalize their findings. Quanti- time period t by averaging the valtative
tourism
forecasting ues of the seven time periods prior
approaches consist of causal-rela- to t. The ARIMA approach is a
tionship (also known as regres- complex time series forecasting
sion) techniques and time series technique. To perform a forecast,
techniques. A causal-relationship an ARIMA approach goes through
technique attempts to quantify five different phases: preparation,
the relationship of a dependent identification, estimation, diagvariable and a set of independent nostic checking, and fore~asting.~'
variables using a multivariate AnARIMA(I,O,O)was found to be
mathematical function through the most satisfadory model for the
statistical a n a l y s i ~ . 'Although
~
tourist arrival data (see Table 1).
causal-relationship approaches This model, in turn, was used to
Associated with the fall in
tourist arrivals are the drops in
hotel room occupancy, tourism
receipts, and employment rate in
the tourism industry. In addition,
Hong Kong's image as a shopper's
paradise is diminishing. The
strong Hong Kong dollars, expensive rents, and high labor costs
have raised prices, and shopping
malls in nearby cities such as
Bangkok and Kuala Lumpur provide the same items with a much
lower price tag.

-

-

-
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Table 3
Forecasted number of visitors in 1998 - 2007
Year

Number of Visitors
(Moving Average)

Number of Visitors
(ARIMA)

10,339,222
10,274,284
10,209,340
10,145,080
10,081,495
10,018,577
9,956,316
9,894,704
9,833,733
9,773,395

estimate the tourist arrivals in the
next 10 years (1998- 2007). Table
3 shows the forecasted values of
tourist arrivals in Hong Kong in
the period of 1998 to 2007.
Observing the forecasted visitor arrivals numbers from 1998to
2007, both forecasting techniques
indicate a decrease in tourism
demand in Hong Kong over the
next 10 years. Therefore, decisionmakers in the Hong Kong tourism
industry should plan for a diminishing demand for tourism.
The central Chinese government has pledged to maintain
Hong Kong's lifestyle, free-market
policies, and capitalist economy
unchanged for 50 years. Since
July 1997, the Basic Law (constitution of SARI ensures this pledge
remains unchanged when Hong
Kong
becomes
a
highly
autonomous SAR of China. Different from the skeptical predictions
in the past,22Hong Kong's tourism

industry still practices its freedom
of management and operation
since then. Apparently, most, ifnot
all, of the problems and difficulties
that currently affect Hong Kong
tourism are unrelated to the Chinese governance.
Problems are fundamental
The problems that the Hong
Kong tourism industry presently
faces are fundamental ones which
cannot be tackled and solved easily
by intrcducirlg a few new tourism
products. At present, the Hong
Kong Tourist Association endeavors to re-advertise Hong Kong as a
unique city with the most energetic
people in the world, one of the
world's five premier international
cities, with the most concentrated
diversity of experiences, which
truly lives to its
Unfortunately, it is rare that a tourist is
willing to come to expensive Hang
Kong to experience these kinds of
FIU Hospitality Review
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uniqueness. The real uniqueness
ofHongKongin the past was probably the British flags flying in a
Chinese city. People from everywhere came to this former British
colony to personally 6nd out how
the British could manage to convert this '%men rock" into an
international cosmopolitan city."
Unfortunately, this uniqueness
bas also gone away with the
British departure. The event of
"One Hundred Days of Wonders",
shortly introduced after the political handover, was viewed as not
much different from "One Hundred Days of Blunders."
Competition is high
Currently, Hong Kong's surrounding competitors offer similar
tourism products at a relatively
lower cost. For instance, Singapore is a city with a good mixture
of eastern and western cultures,
and China would be a natural
choice for western visitors to sense
the Oriental history. Similarly,
Tokyo is a world-class financial
center, whereas Bangkok and
Kuala Lunipur have shopping
malls which sell most of the commodities that a person can find in
Hong Kong.
What the Hong Kong tourism
industry needs is a major restructuring and refocusing on market
origins. For example, the introduction of casinos could help
attract new visitors. Devaluation
of Hong Kong dollars could
increase the competitiveness of
the Hong Kong tourism industry.
Ncw tourism products recently
introduced in Hong Kong include

the opening of a new airport,
theme dining festivals, Tsing-Ma.
Bridge, and the proposed hosting
of the Hong Kong Exposition in
the new millennium." Unfortunately, most, if not all, of these
items are not strong enough to
boost tourism. There is still an
absence of uniqueness in Hong
Kong to attract international visitors to spend money to travel to
Hong Kong.
What's more, China and Taiwan in 1997 for the first time overtook Japan as the leading market
origins for the Hong Kong tourism
industry (see Tables 4 and 5).The
number of Japanese anivals after
July 1997had the largest percentage decrease, whereas the China
and Taiwan markets have the
least percentage reduction.
Reports were presented in Japan
that Hong Kong hotels overcharged Japanese tourists signifi~ a n t l y This,
. ~ ~ in turn, seriously
affected the opportunities of recovery in the Japanese market.
Accordingly, a sensible strategic
movement for the tourism development in Hong Kong is to reprioritize markets selected for promotion and concentrate on key
markets as suggested by H o b ~ o n . ~ ~
Situation is unique
Hong Kong's experience in
tourism is unique in recent worldwide history and ditferent from former communist countries in Eastern Europe that changed Eom
state-owned to privately-owned. It
basically remains the same since
the handover. Fundamental problems such as expensive costs and
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Visitor arrivals by market segment
(Numbers in bracket represent ranking)
Market segment

The Americas
Europe, Africa
and the
Middle East
Australia,
New Zealand,
and South
Pacific
North Asia
South and South
East Asia
Taiwan
China

1986
1991
1996
1997
861,121 (1) 822,397 (6) 973,132 (6) 1,043,787(6)

644,972 (4)

879,840 (4) 1,278,174(5) 1,176,187 (5)

306,756 (6) 284,965 (7) 381,901 (7) 354,730 (7)
772,231 (3) 1,444,429(1) 2,779,439 (1) 1,726,526(3)
844,566 (2) 1,150,165 (3) 1,616,007(4) 1,498,465 (4)
220,469 (7) 1,298,039(2) 1,821,279(3) 1,782,580(2)
363,479 (5) 875,062 (5) 2,311,184 (2) 2,297,128 (1)

Source: A Statistical Reuiew Of Tourism, 1986-1998.

external factors such as the regional financial crisis are the major driving forces that made the Hong
Kong tourism industry decline.
The very high tourism receipts
growth rates in the past have
shielded many managerial and
operational problems in the Hong
Kong tourism industry. To illustrate, Hong Kong had an 88 percent hotel room occupancy rate in
1996, whereas the corresponding
worldwide figure was less than 70
percent.28As a consequence, hotel
investors and managers were all
satisfied with past performance
and reluctant to introduce major
changes. The recent downturn in
Hong Kong's tourism industry
should provide reason for tourism
practitioners and policymakers to
bring in new facilities and management techniques that are
48

specifically applicable to their
businesses.
An example would be to
improve the usage of information
technology (IT). Although IT
usage was common in the Hong
Kong tourism industry, it was
mostly used at the level of application s o h a r e such as word-processing and spreadsheets to support daily o p e r a t i ~ n s However,
.~~
instead of simply using IT for
mundane operational tasks, the
process of computerization should
be raised to a strategic level in
order to assist senior executives in
making decisions and planning
businesses. In these areas,
tourism managers had been overly conservative in bringing new
technologies into their businesses.
To re-stimulate tourism demand,
policymakers should relax visa
FIU Hospitality Reuiew
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Table 5
Rankings of the top 3 source countries by visitor arrivals
(1986,1991,1996, and 1997)
Rankings

1

1986

Japan
(727,219)
USA
(704,428)
China
(363,479)

2
3

1991

1996

1997

Japan
China
Taiwan
(1,298,039) (2,382,890) (2,297,128)
Taiwan
Japan
China
(1,259,837) (2,311,184) (1,782,580)
China
Taiwan
Japan
(875,062) (1,821,279) (1,368,988)

Source :A Statistical Re~lieu,OfTourmm, 1986-1998.

entrance requirements for visitors. More training courses should
be conducted to trainlretrain service industry employees to be
more professional. With cautious
planning for related social issues,
casinos with an Oriental style can
be introduced in Hong Kong to
attract new customers and to
retain existing customers. Another possible promotional activity is
to have Hong Kong team up with
nearby cities in China to form a
network. Visitors are then encouraged to stop in Hong Kong as part
of a trip to China. However, Hong
Kong should not only serve as a
gateway between China and the
world as it did in the past? but
should have its own added values
for the China-originated and the
China-bound visitors. In this
process, income will be generated
for the Hong Kong economy.
Hong Kong's researchers in
tourism should perform more
applied
industrial-oriented
research projects rather than theoretical ones. Regular meetings
need to be held more often for

researchers, practitioners, and
government officials to discuss
policy issues that are related to
the Hong Kong tourism industry.
The continuous stagnant, if'
not declining, tourist arrivals are
almost a reality in coming years.
Hong Kong needs to keep her
tourism industry steady throughout the regional financial crisis
and to minimize the decrease in
tourism demand. Hong Kong was
used to very high hotel occupancy
rates and two-digit annual percentage increases in tourism
receipts. In the past 30 years,
Hong Kong had enjoyed smooth
growth and steadily increasing
profitability and had formulated
its plans for the future on a confident predi~tion.~'
Thc rcsults of
1997 and the projection for the
future tourist arrivals surely come
as an unpleasant shock. However,
it is time to put the recent situation in perspective and be more
realistic. In addition to exploring
new markets for tourists, Hong
Kong needs to recapture its major
lost markets in Asia when the eco-
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